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NOTES AND MEMORANDA 



THE BRITISH FINANCE ACT, 1920 

The British Finance Act, 1920 (approved August 5th), is of 
interest in several respects. Perhaps the most striking feature 
is the repeal of the Land Value Duties; nothing of the experi- 
ment remains except the Mineral Rights Duty. These taxes, 
introduced eleven years ago by Mr. Lloyd George as Chan- 
cellor of the Exchequer against fierce opposition, are now 
abandoned with few expressions of regret, and the sums paid 
by taxpayers are to be returned to them on application. Mr. 
Asquith and many other members of the House still maintain * 
that the principle of land values taxation is admirable, but 
these particular duties are generally admitted to be unwork- 
able. In fact no Undeveloped Land Duty has been assessed 
since 1914, and legislation of a highly technical character 
would have been required to revive this and the other duties 
as well. 

Strange to say, there seems to have been no mention in the 
Parliamentary debates of a defect in the increment duty that 
must of late have been very serious — that is, its failure to 
make provision for illusory increments due merely to a decline 
in the purchasing power of money. The Chancellor did men- 
tion the difficulties that the Valuation Department met on 
account of highly fluctuating and unstable values, but said 
nothing of the predicament of a landowner called on to pay a 
twenty per cent tax on an increase in money valuation un- 
accompanied by an increase in tax-paying ability. 

Up to March 31, 1920, the total yield of the three duties re- 
pealed (Increment Duty, Reversion Duty, and Undeveloped 
Land Duty) was £1,329,000; the total cost of collection, in- 
cluding the cost of valuation of the land, was stated as £5,000,- 
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000. This takes no account of solicitors' fees and other private 
expenses of the taxpayers. 1 On the other hand the Valuation 
Department is stated to have saved over £1,000,000 for local 
authorities, in connection with land purchases for housing 
schemes. On account of the assistance the department is 
occasionally able to render to other branches of government 
it is not to be disbanded, but will be used in connection with 
possible future taxes and revisions of local rates. The pro- 
visions of law requiring all agreements of lease or transfer of 
real estate to be submitted to the Commissioners of Inland 
Revenue for record are still retained; the comprehensive valu- 
ation of all the land in the United Kingdom is, however, left 
uncompleted. 

Of far more practical importance are the changes made in 
Income Tax. Altho the government expressed its intention 
to incorporate most of the recommendations of the recent 
Committee into a separate bill in the near future, the only 
changes proposed in the budget speech were those relating to 
differentiation, graduation, and double taxation within the 
empire. Some others, however, were added in the course of 
debate. 2 In all the changes made, the Committee's recom- 
mendations were very closely followed. Those that were re- 
served for later action were either too detailed and difficult to 
legislate on hurriedly, such as the redefinition of taxable in- 
come, or else controversial, such as the treatment of coopera- 
tive societies. 

Earned incomes are given an allowance of one-tenth, but 
not to exceed two hundred pounds, to arrive at assessable 
incomes. Accordingly the other deductions as stated in the 
law are only nine-tenths of the amounts by which recipients 
of earned incomes are actually relieved. The scheme of 
allowances is practically the same as recommended by the 
Committee, the allowances being deducted, from incomes of 
whatever size, for the purpose of income tax but not for 
super- tax, as follows : 

1 For an account of some other drawbacks of the Land Values Duties, see an 
article by the present writer in this Journal for August, 1915, pp. 794 ff. 

2 On the Committee recommendations, see the article by Professor A. C. Pigou in 
this Journal for May, 1920. 
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Single man or widower £135 

Married couple £225 

plus an amount equal to nine-tenths of the wife's earnings 

but not to exceed £45. 

Female relative taking charge of children £45 

One child £36 

Subsequent children, each £27 

Dependent relatives, each £25 

The first £225 of taxable income, after all deductions and 
allowances, is subject to one-half the standard rate of tax, 
which is six shillings. Super-tax applies in addition to in- 
comes over two thousand pounds, at rates varying from Is. 
6d. to 6s., the last rate applying to the excess over £30,000. 
This, by the way, is 6d. higher than the rate recommended by 
the Committee. 

If income is subject to taxation both by the United Kingdom 
and by some dominion or possession of the empire, the do- 
minion tax may be offset against the British tax up to one-half 
the amount of the British tax. British sub j ects residing abroad 
are now entitled to the same fraction of the deductions and 
allowances as their incomes subject to British income tax are 
of their total incomes. 

Besides the changes just mentioned, minor changes were 
made in the allowance for insurance premiums; and income 
from scholarships at educational institutions was made wholly 
exempt from tax. The effect of all the amendments will be to 
reduce the number of income taxpayers from 3,700,000 to 
2,450,000, and to cut down the revenue by a small amount. 
Inasmuch as the greatest relief is granted to married couples, 
especially those with children, and as the rates in general are 
much more regular in their increase, this part of the Finance 
Act has met with almost universal approval. It will be ob- 
served that even now the British tax is much heavier on small 
incomes and lighter on large ones than the American tax is. 

Other features of the Finance Act that were not so popular 
were the temporary retention of the excess profits duty at a 
higher rate (60 per cent) and the introduction of a new and 
presumably permanent corporation profits tax. The high rate 
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of the excess profits duty is, however, offset by increased allow- 
ances on account of additions to capital and on account of the 
personal activities of stockholders and directors, and also by 
increased exemptions for small concerns. A small deduction 
is now permitted for charitable contributions. 

The corporation profits tax is imposed on concerns with 
limited liability engaging in trade or business, including in- 
vestment. It is equal to 5 per cent of the profits or income in 
excess of £500, but not over 10 per cent of the amount left 
after paying interest and fixed dividends on bonds and pre- 
ferred shares. It is concurrent with, not additional to, the ex- 
cess profits duty, and is expected to yield £50,000,000 annually 
after the later is repealed. This tax is regarded as a compen- 
sation for the super-tax on partnerships and individuals. 

Rufus S. Tucker. 
Harvard University. 



